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METHODS AND STANDARDS FOR DETERMINING PAYMENT RATES
PRIOR TO OCTOBER 1, 2000 FOR SERVICES PROVIDED BY
INTERMEDIATE CARE FACILITIES FOR THE MENTALLY RETARDED
(ICFs/MR) WHICH ARE NOT STATE-OWNED

SECTION 1.000 INTRODUCTION.

Section 1.010 General purpose. The purpose of Minnesota's methods and standards for
determining medical assistance payment rates for ICFs/MR that are not state-owned is to
provide for rates in conformity with applicable state and federal laws, regulations and quality
and safety standards. Minnesota has in place a public process which complies with the
requirements of Section 1902(a)(13)(A) of the Social Security Act. In determining the rates,
the Department of Human Services takes into account the provider's historical costs, the size of
the facility, and other factors.

Facilities participating in the Minnesota Medical Assistance Program are paid by a prospective
rate-setting methodology. This methodology, established in Minnesota statutes and rules, is
described in this attachment. This attachment describes policies concerning cost classification
and allocation procedures, both allowable and nonallowable costs, reporting requirements, cost
allocation and classification principles, appeal procedures, and rate-setting procedures for
newly established facilities or approved facility Class A to Class B bed conversions.

Section 1.020 Overview, A very brief description of the overall rate setting mechanism will
be helpful. Cost reports are submitted annually by ICFs/MR for the common reporting year of
January 1 to December 31. The common rate year of October 1 to September 30, lags the
report year by nine months. The submitted cost reports are desk audited to determine
allowable operating costs and subject to various cost category limitations. Similarly, property
costs including depreciation, interest, and lease expenses are reviewed, and subjected to cost
limitations such as investment limits, debt limits, interest rate limits, and down payment
requirements. The property rate may also be adjusted for certain life safety code changes.
Payment rates are set for the rate year of October 1 to September 30 following the cost
reporting year by adjusting per diem costs for inflation. These payment rates are subject to
appeal, and may be adjusted retrospectively for field audit and appeal resolutions.

The total payment rate for ICFs/MR is the sum of the total operating cost payment rate, the
special operating cost payment rate, and the property related payment rate. The rate may also
include a program operating cost adjusted for recognized deficiencies or need determinations
resulting from governmental programmatic reviews. These three rates can be summarized as
follows:
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A. Operating costs.

(1) Program operating costs. These include such items as program staff
salaries, nursing salaries, applicable fringe benefits and payroll taxes, supplies, staff training,
purchased services, resident transportation, vacations, and membership fees, as well as some
repairs related to resident behaviors.

(2) Maintenance costs. These include dietary staff salaries, supplies, and raw
food, housekeeping costs, laundry and linen costs, plant operating and maintenance costs such
as salaries, utilities, and repairs, and applicable fringe benefits and payroll taxes.

(3) Administrative costs. These include administration, housekeeping and
clerical salaries, office supplies, professional development, working capital interest expense,
general facility costs, management/consulting services, legal and accounting fees, and
applicable fringe benefits and payroll taxes.

(4) Wage equity salary cost adjustment of 3% for the period July 1, 1998 to
September 30, 2000. The adjustment is subject to retroactive reviews with recovery of
overpayments.

B. Special operating costs.

(1) Real estate taxes and special assessments

(2) Real estate insurance

(3) License fees.

(4) Professional liability insurance.

(5) Amortization of reopening costs.

(6) Training and habilitation costs.

(7) Property modifications or equipment cost allowed as life safety code
improvements.

Effective October 1, 1995, real estate insurance and professional liability insurance costs are
not considered in computing the payment rate for special operating costs. For purposes of
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reimbursement, these are included with the general operating costs.

C. Property related costs.
(1) Allowance for depreciation of capital assets (does not include land).
(2) Capital debt interest expenses.
(3) Rental and lease payments.

(4) Other payments as permitted under Sections 9.050, 9.060, 10.000, 14.070
and 14.100 of this attachment.

Section 1.030 Definitions. For the purposes of Sections 2.000 to 17.060, the following terms
have the meanings given them in this section.

Addition. "Addition" means an extension, enlargement, or expansion of the physical
plant of an ICF/MR for the purpose of increasing the number of licensed beds or improving
resident care.

Applicable credit. "Applicable credit" means a receipt of funds or an expense
reduction as a result of public grants, purchase discounts, allowances, rebates, refunds,
adjustments for overcharges, insurance claims settlements, recovered bad debts, or any other
adjustment or income which reduce the costs claimed by the facility.

Capacity days. "Capacity days" means the total number of licensed beds in the facility
multiplied by the number of days in the reporting year.

Capital assets. "Capital assets" means a facility's land, physical plant, land
improvements, depreciable equipment, leasehold improvements, capitalized improvements and
repairs, and all additions to or replacement of those assets.

Capital debt. "Capital debt” means a debt incurred by the facility for the purpose of
purchasing a capital asset, to the extent that the proceeds of the debt were actually applied to
purchase the capital asset including points, financing charges, and bond premiums or
discounts. Capital debt includes debt incurred for the purpose of refinancing a capital debt.
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Capital debt interest expense. "Capital debt interest expense" means interest payable
under the terms of a capital debt, amortization of a bond premium or discounts, and
amortization ‘
of financing charges.

Class A beds. "Class A beds” means beds licensed for ambulatory and mobile persons
who are capable of taking appropriate action for self-preservation under emergency conditions
as determined by state and federal licensing law.

Class B beds. "Class B beds" means beds for ambulatory, nonambulatory, mobile, or
nonmobile persons who are not mentally or physically capable of taking appropriate action for
self-preservation under emergency conditions as determined by state and federal licensing law.

Commissioner. "Commissioner” means the commissioner of the Minnesota
Department of Human Services.

Cost categories. "Cost categories” means any one of the groupings of costs as defined
in Sections 6.010 through 6.060.

Cost report. "Cost report” means the document and supporting materials specified by
the commissioner and submitted by the provider for the facility. The cost report includes the
statistical, financial, and other relevant information required in Sections 2.010 through 2.070.

Department. "Department” means the Minnesota Department of Human Services.

Depreciable equipment. "Depreciable equipment” means the standard moveable
resident care equipment and support service equipment generally used in an ICF/MR.
Depreciable equipment includes the equipment specified in the major moveable equipment table
of the depreciation guidelines.

Depreciation guidelines. "Depreciation guidelines” means The Estimated Useful Lives
of Depreciable Hospital Assets, issued by the American Hospital Association, 840 North Lake
Shore Drive, Chicago, Illinois (Chicago: 1983). The depreciation guidelines are incorporated
by reference and are available for reference at the Minnesota State Law Library, Minnesota
Judicial Center, 25 Constitution Avenue, Saint Paul, Minnesota, 55155. Only the 1983
publication will be used and will not change.
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Desk audit. "Desk audit" means the determination of the facility's payment rate based
on the commissioner's review and analysis of required reports, supporting documentation, and
work sheets submitted by the provider.

Direct cost. "Direct cost" means a cost that can be identified within a specific cost
category without the use of allocation methods.

Equity. "Equity” means the historical capital cost of the facility's capital assets subject
to the limitations in Section 9.010, item C, and Section 9.030, item H, decreased by the
outstanding principal amount of the capital debts, and the historical capital cost of any capital
assets retired from service, sold, or other wise disposed. Increases in the principal amount of
existing capital debts due to refinancing, or new capital debts due to a change of ownership or
reorganization of provider entity for which the increase in interest expense is disallowed
according to Section 9.030, item G are not included in the outstanding principal amount of the
capital debts for the purpose of calculating equity.

Facility. "Facility" or "ICF/MR" means a program licensed to serve persons with
metal retardation or related conditions under state laws, and a physical plant licensed as a
supervised living facility under state laws, which together are certified by the Minnesota
Department of Health as an intermediate care facility for the mentally retarded.

Field audit. "Field audit" means the on-site examination, verification, and review of
the cost report, financial records, statistical records, and related supporting documentation of
the provider or provider group.

Fringe benefits. "Fringe benefits" means workers' compensation insurance (including
self-insurance plans described in Section 4.170), group health insurance, disability insurance,
dental insurance, group life insurance, and retirement benefits or plans.

Funded depreciation. "Funded depreciation” means the sum deposited in a separate
account as determined in accordance with Section 9.010, item E, and that must be applied only
to reduce or liquidate capital debts or replace capital assets.

Historical capital cost. "Historical capital cost" means:

A. for a capital asset first placed in use in the medical assistance program on
or after January 1, 1984, the cost incurred to construct or purchase the capital asset by the
person or entity owning the capital asset on the date it was first placed in use in the medical
assistance program; and
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B. for a capital asset first placed in use in the medical assistance progfam
prior to January 1, 1984, the cost originally incurred to construct or purchase the capital asset
by the person or entity owning the capital asset on December 31, 1983.

Historical operating costs. "Historical operating costs" means the allowable operating
costs incurred by the facility during the reporting year immediately preceding the rate year for
which the payment rate becomes effective after the commissioner has reviewed those costs and
determined them to be allowable costs under the medical assistance program and after the
application of Sections 1.010 to 17.060.

Indirect cost. "Indirect cost" means a cost incurred for a common or joint purpose of
benefitting more than one cost category or not readily assignable to the cost categories
benefitted.

Land. "Land" means the land owned or leased by the provider or provider group and
which is necessary for resident care.

Land improvement. "Land improvement” means an improvement to the land
surrounding the facility as specified in the land improvements table of the depreciation
guidelines, if the land improvement is the responsibility of the provider.

Leasehold improvement. "Leasehold improvement” means an improvement to
property leased by the provider for the use of the facility that reverts to the owner of the
property upon termination of the lease.

Medical assistance program. "Medical assistance program” means the program that
reimburses the cost of health care provided to eligible residents pursuant to state and federal
law.

Necessary service. "Necessary service" means a function pertinent to the facility's
operation that if not performed by the assigned individual would have required the provider to
employ or assign another individual to perform it.

Payroll taxes. "Payroll taxes" means the employer's share of social security
withholding taxes, and state and federal unemployment compensation taxes or costs.

Physical plant. "Physical plant” means the building or buildings in which a program
licensed to provide services to persons with mental retardation or related conditions under state
law is located, and all equipment affixed to the building and not easily subject to transfer as
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specified in the building and fixed equipment tables of the depreciation guidelines, and
auxiliary buildings in the nature of sheds, garages, and storage buildings located on the same
site if related to resident care, and the allocated portion of office space if the office is located in
that facility. Physical plant does not include buildings or portions of buildings used by central,
affiliate, or corporate offices if those offices are not located in that facility.

Private paying resident. "Private paying resident" means a facility resident whose
care is not paid for by the medical assistance program, cost of care program, or the
Community Social Services Block Grant for the date of service.

Program. "Program” means those functions and activities of the facility that contribute
to the care, supervision, developmental growth, and skill acquisition of the residents under
state and federal laws.

Program director. "Program director" means the person who supervises individual
program planning and program activities related to carrying out the individual program plans.

Provider. "Provider" means the corporation, governmental unit, partnership, person,
or persons licensed to operate the facility, which controls the facility's operation, incurs the
costs reported, and claims reimbursement under Sections 1.010 to 17.060 for the care provided
in the facility.

Provider group. "Provider group"” means a parent corporation, any subsidiary
corporations, partnerships, management organizations, and groups of facilities operated under
common ownership or control that incurred the costs shown on the cost report which are
claimed for reimbursement under Sections 1.010 to 17.060.

Rate year. "Rate year" means the period for which the total payment rate is effective,
from October 1 to September 30.

Related organization. "Related organization” means a person that furnishes goods or
services to a facility and that is a close relative of a provider or a provider group, an affiliate of
a provider or provider group, or an affiliate of a close relative of an affiliate of a provider or
provider group. For the purposes of this definition, the following terms have the meanings
given them.

A. “Affiliate" means a person that directly, or indirectly though one or more
intermediaries, controls, or is controlled by, or is under common control with another person.
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B. "Person" means an individual, a corporation, a partnership, an
association, a trust, an unincorporated organization, or a government or political subdivision.

C. "Close relative of an affiliate of a provider or provider group" means an
individual whose relationship by blood, marriage, or adoption to an individual who is an
affiliate of a provider or provider group is no more remote than first cousin.

" "

D. "Control" including the terms "controlling", "controlled by", and "under
common control with" means the possession, direct or indirect, of the power to direct or cause
the direction of the management, operations, or policies of a person, whether through the
ownership of voting securities, by contract or otherwise.

Repair. "Repair" means the cost of labor and materials needed to restore an existing
capital asset to sound condition after damage or malfunction or to maintain an existing capital
asset in a usable condition.

Replacement. "Replacement” means a renovation or substitution of an existing capital
asset to improve its function or extend its useful life.

Reporting year. "Reporting year" means the period from January 1 to December 31
immediately preceding the rate year, for which the provider submits its cost report, and that is
the basis for the determination of the total payment rate for the following rate year.

Resident day. "Resident day" means a day on which services provided to residents are
rendered and billable, or a day for which a bed is held and billed.

Respite care. "Respite care” means short-term supervision, assistance, and care
provided to persons with mental retardation or related conditions due to the temporary absence
or need for relief of the caregiver who normally provides these services and is not an
institutional provider.

Top management personnel. "Top management personnel” means owners, corporate
officers, general, regional, and district managers, board members, administrators, the facility
administrator, and other persons performing executive functions normally performed by such
personnel, whether employed full time, part time, or an a consultant. The facility
administrator is the person in charge of the overall day-to-day activities of the facility.
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Total payment rate. "Total payment rate" means the amount established by the
commissioner to reimburse the provider for service provided to each resident. The total
payment rate is calculated by adding the total operating cost payment rate, the special operating
cost payment rate, and the property-related cost payment rate.

Useful life. "Useful life" means the length of time a capital asset is expected to provide
economic service before needing replacement.

Vested. "Vested" means the existence of a legally fixed unconditional right to a
present or future benefit.

Working capital loan. "Working capital loan" means a debt incurred to finance a
facility's operating costs. A working capital loan does not include a debt incurred to acquire or
refinance a capital asset.

Working capital interest expense. "Working capital interest expense" means the
interest incurred on working capital loans during the reporting year.

SECTION 2.000 GENERAL REPORTING REQUIREMENTS.

Section 2.010 Required cost reports. No later than April 30 of each year, the provider shall
submit an annual cost report on forms supplied by the Department in order to receive medical
assistance payments. The reports must cover the reporting year ending December 31, except
that for reporting years ending on or after December 31, 1987, (effective January 19, 1988) a
provider operating a facility that is attached to a nursing home that is reimbursed under the rate
setting requirements for nursing homes may elect to report the facility's costs and statistical
information for the period covered by the nursing home's reporting year. If a certified audit
has been prepared, it must be submitted with the cost report. In addition, a provider or
provider group which has 48 or more licensed beds shall submit an annual certified audit of its
financial records obtained from an independent certified public accountant or licensed public
accountant. The examination must be conducted in accordance with generally accepted
auditing standards as adopted by the American Institute of Certified Public Accountants and
generally accepted accounting principles. A government owned facility may comply with these
auditing requirements by submitting the audit report prepared by the state auditor.

Section 2.020 Required information. A complete annual cost report must contain the
following items:
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A. General facility information and statistical data as requested on the cost report form.

B. Reports of historical operating costs and property-related costs with supporting
calculations and worksheets as requested on the cost report form.

C. The provider's balance sheet and income statement for each facility prepared in
accordance with generally accepted accounting principles unless audited financial statements
are required to be submitted. In this case the facility must submit a copy of its audited
financial statements for the reporting year. The audited financial statements must include a
balance sheet, income statement, statement of retained earnings, statement of changes in
financial position, notes to the financial statements, and supplemental information, as required
of an audit conducted in accordance with generally accepted auditing standards, and the
certified or licensed public accountant's opinion. If the financial statements are not sufficiently
detailed or the facility's fiscal year is different from the reporting year, the facility shall
provide supplemental information that reconciles costs on the financial statements with the cost
report.

D. Effective for the reporting year ending December 31, 1993, a facility is no longer
required to have a certified audit of its financial statements. The cost of a certified audit shall
not be an allowable cost in that reporting year, nor in subsequent reporting years, unless the
facility submits its certified audited financial statements in the manner otherwise specified in
this Section. A facility which does not submit a certified audit must submit its working trial
balance as part of the annual cost report.

E. A list of the provider's capital debts and working capital loans outstanding for each
facility during the reporting year, the name of the lender, the term of the debt, the interest rate
of the debt, interest and principal payments for the current year, and the original amount of
each loan.

F. A schedule of the provider's funded depreciation account for each facility.

G. A statement of ownership for the facility, including the name, address, and
proportion of ownership of each owner, or a statement that no changes have been made since
the last cost report.

If a privately-held or closely-held corporation or partnership has an ownership interest in the
facility, the facility must report the name, address, and proportion of ownership of all owners
of the corporation or partnership who have an ownership interest of five percent or more,
except that any owner whose compensation or portion of compensation is claimed for
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reimbursement in the facility's cost report must be identified regardless of the proportion of
ownership interest.

If a publicly-held corporation has an ownership interest of 15 percent or more in the facility,
the facility must report the name, address, and proportion of ownership of all owners of the
publicly-held corporation who have an ownership interest of ten percent or more.

H. A list of all related organizations which included costs in the cost report in excess
of $1,000 annually, and a list of all facilities in the provider group.

I. Copies of purchase agreements and other documents related to purchase of the
physical plant and land, or a signed statement that no changes have been made in the
documents which are on file with the Department.

J. Copies of leases and other documents related to the lease of the physical plant and
land, or a signed statement indicating that no changes have been made in the documents on file
with the Department. Lease documents must include information on the historical capital cost
of the physical plant and land, and the information listed in item D as paid by the lessor.

K. Complete lapsing depreciation schedules.

L. Charts showing staff assignments classified according to the cost categories. The
charts must contain the information specified in the cost report form.

M. Documentation of costs included in the payment rate for approved services for very
dependent persons with special needs. These costs must be reported on an individual resident
basis unless the special needs payment rate was approved for more than one resident.

N. An explanation of all adjustments made by the provider to the cost report and the
applicable rule citations.

O. A breakdown of all costs included in the related organization's management fees or
central, affiliated, or corporate office costs charged to the provider and the related
organization's costs allocable to the facility. The breakdown must contain all costs of items
except that related organizations that have a federally approved cost allocation plan which has
been documented by the provider, may break down the management fee or central office costs
according to the approved plan. The supporting schedules must include the related
organization's or the central, affiliated, or corporate office income statement; the cost allocated
to each facility, related organization, or nonrelated organization; and an explanation of the
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method of allocation used.

Section 2.030 Supplemental reports. In order to substantiate the payment rate, the
Department may require the provider to provide additional information such as copies of
leases, purchase agreements, consultant contracts, income tax returns, etc.

Section 2.040 Method of accounting. The accrual method of accounting in accordance with
generally accepted accounting principles consistently applied is the only method acceptable for
purposes of satisfying reporting requirements. If a government owned facility demonstrates
that the use of the accrual method of accounting is not applicable to the facility, and that a cash
or modified accrual method of accounting more accurately reports the facility's financial
operations, the Department shall permit the provider to use a cash or modified accrual method
~ of accounting.

Section 2.050 Records. The provider must maintain statistical and accounting records in
sufficient detail to support the five most recent annual cost reports submitted to the
Department.

Section 2.060 Conflicts. If conflicts occur between the rules for ICFs/MR and generally
accepted accounting principles, then the rule will prevail.

Section 2.070 Certification of reports. Required reports must be accompanied by a signed
statement attesting to the accuracy of the information submitted on the required reports.

Section 2.080 Deadlines, extensions, and rejections.

A. The facility must submit the required annual cost reports to the Department by
April 30. The annual cost report must cover the reporting year ending on December 31 of
each year. A facility that terminates participation in the medical assistance program during a
reporting year must submit the required annual cost report covering the period from January 1
of that reporting year to the date of termination. The annual cost report must be submitted
within four months after termination.

B. The Department may reject any annual cost report filed by a facility that is
incomplete or inaccurate or may require supplemental information. The corrected report or the
supplemental information requested must be returned to the Department within 20 days of the
request or the report must be rejected. The Department shall extend this time if the facility
submits a written request and if the extension of time will not prevent the Department from
establishing rates in a timely manner. Except as provided in item C, failure to file the required
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cost report and other required information or to correct the form of an incomplete or inaccurate
report shall result in the rejection of the cost report and in a reduction of the payment rate as
specified in Section 2.100. Except as provided in item C, failure to provide the additional
information shall also result in a reduction in the payment rate unless the total payment rate can
be calculated by the disallowance of the cost for which the additional information was
requested, in which case no rate reduction shall occur.

C. Except for the copy of the lease agreement, failure to provide the information in
Section 2.020, item I and Section 2.030, item C when the lessor refuses to provide the
information shall not result in a reduction in the payment rate as specified in Section 2.100 if
the lease or rental agreement was arms-length.

Section 2.090 Effective date of total payment rate. The Department shall provide notice to
each facility of its total payment rate by September 1 of each year. The total payment rate is
effective from October 1 of that year to September 30 of the following year.

Section 2.100 Noncompliance. A facility's failure to comply with reporting requirements
subjects the facility to items A to C.

A. Except as provided in item D, if a facility fails to provide reports, documentation,
and worksheets, the Department shall reduce the facility's total payment rate to 80 percent of
the total payment rate as provided in item B.

B. The reduced total payment rate is effective:

(1) 21 days after a written request for additional information under Section
2.080, item B is sent by the Department, except when an extension has been granted pursuant
to that itemn;

(2) for failure to provide the information required on April 30; or 21 days
after a written request for the correction or completion of inaccurate reports or financial
statements or at the expiration of such further time period as the Department may allow.

C. Reinstatement of the total payment rate upon remedy of the failure or inadequacy is
retroactive.

D. The penalty in this section does not apply to a facility identified by the
commissioner as participating in the proposed performance based contracting demonstration
waiver project.
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Section 2.110 Audits. Facility audits are subject to items A to C.

A. The Department will subject reports and supporting documentation to desk and field
audits. Retroactive adjustments may be made as a result of desk or field audit findings. If the
audits reveal inadequacies in facility record keeping or accounting practices, the Department
may require the facility to engage competent professional assistance to correct those
inadequacies within 90 days of the written notification by the Department so that the field audit
may proceed.

B. Field audits may cover the four most recent annual cost reports for which desk
audits have been completed and payment rates have been established. The field audit must be
an independent review of the facility's cost report. All transactions, invoices, or other
documents that support or relate to the costs claimed on the annual cost reports are subject to
review by the field auditor.

C. A field audit shall be completed within 90 days after commencement for a provider
with a single facility or within 180 days for a provider group.

Section 2.120 Suspension of audit. The Department may suspend a field audit for good
cause or if the provider's books and records are unavailable or unauditable. The Department
shall notify the provider in writing when a field audit is suspended. If the field audit is
suspended, the Department shall indicate in writing the date the field audit will again
commence. If the field audit is suspended because the provider's books and records are
unavailable or unauditable, the Department shall follow the procedures in Section 2.110, item
A. The deadline for completion of the field audit must be extended by the length of the
suspension.

Section 2.130 Adjustments. Adjustments to the total payment rate may be made as a result of
desk or field audit findings or subject to Section 7.030. Desk or field audit adjustments are
made according to items A to G.

A. Field audit adjustments must be made only if the adjustment would result in at least
a five cent per resident day or $2,000 cost change, whichever is less.

B. Retroactive adjustments to the facility's total payment rate must be made as a result
of desk and field audit findings, except that field audit adjustments shall be limited by the
restrictions in item A.
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C. If the adjustment results in a payment from the provider, payment must be made by
the provider within 120 days after the date of the written notice. If the payment rate
adjustment results in a payment to the provider, the medical assistance program payment to the
provider must be made within 120 days after the date of the written notice. Interest charges
must be assessed on balances outstanding after 120 days of written notification to the provider.

D. If an appeal has been filed, any payments owed by the provider or by the
Department must be made within 120 days of the written notification to the provider of the
Department's ruling on the appeal. Interest charges must be assessed on balances outstanding
after 120 days of written notification of the Department's ruling on the appeal.

E. The annual interest rate charged in items C and D must be the rate charged by the
Minnesota Department of Revenue for late payment of taxes, which is in effect on the 121st
day after the written notification. The Department may waive interest charges on
overpayments incurred by ICFs/MR for the period October 1, 1987 to February 29, 1988, if
the overpayments resulted from the continuation of the desk audit rate in effect on September
30, 1987, through the period. Interest charges are nonallowable charges under Section 5.000,
item G.

F. Any changes, adjustments, or amendments which result in a reimbursement to the
facility shall be subject to the limitations in Section 7.022.

G. Adjustments to the payment rate are limited to the four complete reporting years
preceding the date on which an audit commences. Changes in the total payment rate which
result from desk or field audit adjustments to cost reports for reporting years beyond the four
most recent annual cost reports, must be made to the four most recent annual cost reports, the
current cost report, and future cost reports to the extent that those adjustments affect the total
payment rate established by those reporting years.

Section 2.140 Amended reports. Amendments to previously filed annual cost reports are
governed by items A to E.

A. Facilities may file amendments to previously filed cost reports when errors or
omissions in the annual cost report are discovered which would result in at least a five cent per
resident day or $2,000 adjustment, whichever is less for each reporting year.

B. The Department shall make retroactive adjustments to the total payment rate of an
individual facility if the amendment is filed within 14 months of the original cost report to be
amended. An error or omission for purposes of this item does not include a facility's
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determination that a prior choice between alternative methods of reporting costs permitted
under the rules was not advantageous and should be changed. Errors or omissions which do
not meet the threshold amount required for an amended cost report, or errors or omissions
discovered after the 14-month time limitation, may be claimed at the time of the field audit.

C. Providers must not amend a previously filed cost report for the purpose of
removing costs of services for which the facility seeks separate billing.

D. The amended cost report must consist of the corrected cost report pages resulting in
the amendment and supporting documentation.

E. Providers can file no more than two amendments to a previously filed cost report in
which they have found errors or omissions.

Section 2.150 False reports. If a provider knowingly supplies inaccurate or false information
in a required report that results in an overpayment, the Department shall do one or more of the
following:

A. immediately adjust the facility's payment rate to recover the entire overpayment;
B. terminate the Department's agreement with the provider; and/or
C. prosecute under applicable state or federal laws.

Section 2.155 Treble damages. Any vendor of medical care who willfully submits a cost
report, rate application or claim for reimbursement for medical care which the vendor knows is
false representation and which results in the payment of public funds for which the vendor is
ineligible shall, in addition to other provisions of Minnesota law, be subject to an action by the
State of Minnesota for civil damages. The damages awarded shall include three times the
payments which result from the false representation, together with costs and disbursements,
including reasonable attorneys' fees or their equivalent.

Section 2.160 Reporting real estate taxes, special assessments, and insurance. The facility
shall submit a copy of its statement of real estate taxes payable for the calendar year in which
the rate year begins and a copy of the invoices for the real estate insurance and professional
liability insurance for coverage during the rate year by June 30 each year. Except as provided
in this section, the Department shall disallow the costs of real estate taxes, special assessments,
real estate insurance, and professional liability insurance, if the documentation is not submitted
by July 31. The disallowance shall remain in effect until the facility provides the
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documentation and amends the cost report under Section 2.140. The historical operating cost
for the special operating costs during the reporting year must be shown on the cost report.

SECTION 3.000 COST CLASSIFICATION AND ALLOCATION PROCEDURES.

Section 3.010 Cost classification. Costs must be classified as provided in this section. Total
costs for each category must be compiled and recorded on the cost report.

A. The provider shall classify costs using direct identification of costs, without
allocation, by routine classification of transactions when costs are recorded in the books and
records of the facility.

B. In addition to cost which must be included in the administrative cost category,
indirect costs such as generic supplies that cannot be readily assignable to one or more cost
categories must be classified to the administrative cost category.

C. Except for persons in top management, the compensation of any person having
multiple duties, including persons who have only nominal top management responsibilities,
must be directly identified and classified to the appropriate cost categories on the basis of time
distribution records that show actual time spent, or an accurate estimate of time spent on
various activities. Except as provided in item D, the compensation of persons who have top
management responsibilities may be classified to a cost category other than administrative
operating costs to the extent justified in time distribution records showing the actual time spent,
or an accurate estimate of time spent on various activities. Any facility or provider group
choosing to estimate the time spent in different cost categories must use a statistically valid
method.

D. The compensation of a person who is classified as top management personnel and
who performs any service for the central, affiliated, or corporate office must be allocated to the
facility's administrative cost category in accordance with Section 3.040, item C if the facility
or provider group served by the central, affiliated, or corporate office has more than 48
licensed beds.

Section 3.020 Allocation of personal expenses for owners whose primary residence is in
the facility. Allocation procedures in this section must be applied to personal expenses of
owners whose primary residence is in the facility to the extent that these costs were included in
the facility's costs.
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A. Dietary services cost allocation must be based on the number of meals served.

B. Housekeeping, plant operations, and maintenance cost allocation must be based on
the ratio of square feet of floor space devoted to personal use divided by the total square feet of
floor space of the facility.

C. Depreciation, interest, real estate and personal property taxes, and property and
liability insurance costs must be allocated based on the ratio of square feet of floor space
devoted to personal use divided by the total square feet of floor space of the facility.

D. Laundry and linen costs, and administrative costs for items such as telephones and
vehicles, must be allocated based on a reasonable estimate of actual use.

Section 3.030 Cost allocations for other services. Costs associated with services other than
ICF/MR services such as apartments, semi-independent living services, and any other revenue
generating operations, except respite care, must be allocated using the principles in Section
3.010 and the procedures in Section 3.020.

Section 3.040 Central, affiliated, or corporate office costs. Cost allocation for central,
affiliated, or corporate offices shall be governed by items A to D.

A. Central, affiliated, or corporate office costs representing services of consultants
required by law or rule in areas including dietary, pharmacy, program, or other resident care
related activities may be allocated to the appropriate cost category, but only to the extent that
those costs are directly identified by the facility.

B. For rate years beginning on or after October 1, 1993, the central, affiliated or
corporate office cost allocation in subitems (1) to (6) must be used for determining rates.

(1) Al costs that can be directly identified with a specific facility that is a
related organization to the central, affiliated or corporate office, or that is controlled by the
central, affiliated or corporate office under a management agreement must be allocated to that
facility.

(2) All costs that can be directly identified with any other activity or function
not described in subitem (1) must be allocated to that activity or function.

(3) After the costs that can be directly identified according to subitems (1) and
(2) have been allocated, the remaining central, affiliated or corporate office costs must be



